"It's a Small World" seems ; more fitting now than ever before. Americans watch live television y. broadcasts, transmitted via satel-r At the same time, some Americans are pressuring Congress to pass legislation restricting imports that are claiming an ever-larger share of the U. S. market to the detriment of domestic manufacturers. And, political leaders in other countries are continuing their efforts to control products coming across their boundaries.
This special issue of the Economic Review shares the thoughts, research, and advice of many of the experts who spoke at a conference called "The Southeast in a Global Economy" sponsored by the Federal Reserve Bank of Atlanta in November.
"The impact of import competition is as real as the foreign-made goods on our retailers' shelves, and as visible as the headlines in our morning newspapers," as Atlanta Fed Research Director Sheila Tschinkel observed in the conference's opening remarks. "Who among us has not read about the prospect of $150 billion merchandise trade deficits and been dismayed by reports that we have become a net debtor nation for the first time since World War I?"
But import competition has a positive side, she added, explaining:
"Here in the Southeast, we have seen foreign manufacturers put Americans to work in the region's automobile and machinery plants and we have watched as foreign interests sank millions of dollars into the high-rise buildings that have helped revitalize our downtown areas.
"Foreign nations constitute multi-billion dollar markets for southeastern goods ranging from farm products to telecommunications equipment. And imports, for all the furor they have created, clearly have helped dampen inflation."
Ms. Tschinkel pointed out that an integrated global market "can mean more efficient use of scarce resources, which should encourage a higher standard of living worldwide. For consumers, lower prices mean higher real incomes because their purchasing power is strength-ened even as they enjoy a more diversified choice of international goods and services."
The Atlanta Fed divided "The Southeast in a Global Economy" into subtopics to permit closer examination. A presentation by Stanley W. Black, III, Lurcy Professor of Economics at the University of North Carolina, will begin this special issue as it opened the conference, focusing on the forces that are integrating the economies of many nations into a world economy.
The next contributor, Terry Calvani, acting chairman of the Federal Trade Commission, describes the FTC's role in protecting international trade flows, stressing the United States' benefits from free and fair trade.
Roger Kubarych, vice president and chief economist at the Conference Board, an organization that performs research for some of this country's largest companies, eschews sweeping trade restrictions while declaring, "There clearly is no level playing field in international trade."
Henry Schechter, deputy director of economic research at the AFL-CIO, agrees that the playing field is not level, saying Americans cannot compete with products fabricated in less developed countries by workers earning 50 or 75 cents a day.
Paul Meek, a consultantto central banks and a retired monetary advisor at the Federal Reserve Bank of New York, addresses broader impacts of the global economy on international finance. He describes international effects of the United States' federal budget deficits, interest rates, and foreign exchange rates.
Since our intent was to provide a thoughtprovoking forum offering diverse perspectives, the views expressed in these presentations do not necessarily reflect those of the Atlanta Fed or the Federal Reserve System.
The remaining presentations from the conference will be published in the January issue of the Economic Review.
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Integrating Forces In the World Economy:
How Have They Affected the Southeast?
Stanley W. Black, III
We in the Southeast have a long experience with international trade. In the 18th and 19th centuries, the Southeast was an exporter of agricultural products such as cotton, tobacco, indigo, and rice, and an importer of manufactured goods, trading primarily with Europe. Therefore, the region favored low tariffs, one of many points of contention leading to the Civil War. The relatively low cost of waterborne trade meant that transatlantic trade ties were often closer than national trade ties. Transport costs fell dramatically over the next 100 years, but internal transport costs, by road and rail, fell even more dramatically than external transport costs. For these and other reasons, including relatively high tariffs up until World War II, the internal integration of the U.S. economy proceeded more rapidly than its integration with the rest of the world. Foreign trade's share in the U.S. economy, measured by the share of exports in gross national product, or GNP-which may have been as high as 12
The author is Lurcy Professor of Economics at the University of North Carolina. percent in the colonial period-fluctuated between 5 and 10 percent, falling gradually to less than 4 percent in the 1950s and 1960s. Duringthe postwar period, the dollar gradually became overvalued, as the European and Japanese economies recovered their productivity. This kept the prices of traded goods, such as agriculture and manufactured products, low relative to the prices of nontraded goods such as services and construction. Increasing balance of payments problems led to the devaluation of the dollar in 1971 and the subsequent downward float in 1973. In the 1970s, the cheaper dollar stimulated exports, while rising oil prices pushed up the costs of imports. The share of foreign trade in the U.S. economy doubled from 6 percent to 12 percent between 1970 and 1980.
Declining transport and communication costs have contributed to these trends, as documented in a recent paper by Richard Cooper. 1 Transatlantic and transpacific air fares today are roughly one-tenth of what they were in 1939 in dollars of constant purchasing power. Freight transportation costs have fallen as well. Communication costs have declined even more dramatically, with satellites providing virtually instantaneous worldwide communication by television or telephone at a fraction of the cost formerly required by cable.
Capital Movements
In recent years, foreign capital again has begun to play an important role in U.S. economic growth. From 1980 From to 1982 and equipment expenditures by direct foreign investors accounted for 11 percent of plant and equipment investment by nonfinancial corporate businesses, excluding farms. 2 These funds act as a source of jobs coming into the economy and are particularly • focused in the Sunbelt especially the Southeast.
On the other side of the ledger, direct investment abroad by U.S. corporations fell in 1984 to only one-third of the level of foreign direct investment in this country. This may reflect the increasing difficulty American firms have had selling abroad with the strong dollar. At the same time, the substantial foreign investment in the U.S. economy reflects the strong markets foreign firms have been finding here for their goods, as well as a desire to forestall protectionist pressures by producing goods here.
Migration
The U.S. economy has been built on immigration. Current problems relate to difficulties in absorbing large numbers in specific areas such as south Florida, exploitation of illegal immigrants by unscrupulous employers, and the general issue of whether we can hope to control our borders, especially in light of a population explosion in Mexico.
Simple economics tells us that to maintain our standard of livingwe need to have some limitson immigration, while common sense tells us that maintaining our culture also implies some limits. Clearly, the irresistible force of a higher income is what pulls people into our country. The evidence shows that most immigrants soon become net contributors to the economy, so the economic limits on immigration presumably are rather high. But there seem to be socio-cultural limits as well, although I do not feel qualified to discuss them.
Costs and Benefits of Integration
Trade as a Shock-Absorber. Through trade, we absorb foreign shocks such as oil price fluctuations, swings in other commodity prices, and the troubles of our Mexican and Central American neighbors.
At the same time, foreigners absorb shocks from our economy, the world's largest As the Canadians frequently remind us, this is like sleeping with an elephant Foreign trade acts as an automatic stabilizer to our economy. When a boom pulls in imports, it holds down inflation. And when imports fall in a slump, part of the burden of falling demand is met by foreign suppliers.
Wider Choices. Trade brings us more types of goods at lower cost, which improves consumer welfare and raises what economists call X-efficiency in domestic production. This X-efficiency is what the British don't have and what the Japanese do-that is, the most efficient operation of a plant with given human and technical resources.
Added Uncertainty. Along with the breadth of choice come foreign sources of shocks including, in today's environment, fluctuating exchange rates and commodity prices. This increased uncertainty bears costs for risk-averse consumers and managers.
Higher Standard of Living. Without foreign trade, we would be a lot poorer on average. Productivity, the source of our standard of living, is substantially higher in our export industries than in our import-competing industries. Data from the 1981 Annual Survey of Manufactures suggest that an industry with a 20 percent higher export share pays 5.34 percent higher wages on average. 3 Data on 1978 import penetration ratios in manufacturing industries, calculated by William Cline, suggest that an industry with a 20 percent higher import penetration ratio pays 3.3 percent lower wages on average. 4 Transferring labor from low-wage, low-skilled jobs in import-competing industries into higher-wage, higher-skilled jobs in export industries is the process through which increased foreign trade raises the standard of living. The Southeast, as a low-income region to start with, cannot afford to close off such an important source of increased productivity.
Social Costs of Change. The difficulty is that transforming low-productivity workers into higherproductivity workers requires expensive investments in education and training, particularly in the younger generation of workers coming up through school. Southeastern states seem to be realizing this and investing more in their public education systems in recent years, but this has been a long-neglected problem in the region.
The older generation is more difficult to retrain. This requires a reasonable program of adjustment assistance to trade-displaced workers, focused on moving them into new employment FEDERAL RESERVE BANK OF ATLANTA Failure to make these investments in our human capital brings inevitable pressure to resist change by resorting to protectionism, thus locking us into a low-level equilibrium trap.
Constraints on Economic Policies
Macroeconomic Policies. In the halcyon days of the early 1970s, floating exchange rates appeared to release domestic monetary policy from the "external constraint" in countries like West Germany and the United Kingdom, leaving more freedom to pursue domestic macroeconomic objectives. The United States also acted with more freedom from balanceof-payments worries after the 1971 devaluation and the floating of the dollar in 1973.
In retrospect, all this extra freedom resulted in what might be pronounced a mixed blessing, as policymakers seemed to feel it allowed them more freedom than was actually the case. Even with floating rates, it is necessary to convince foreigners to lend us the excess of our imports over our exports. Neglecting such elementary truths, policymakers placed too much of a burden on exchangerate fluctuations to restore external payments imbalances during the 1970s. And the effect of domestic policies that such nations as the United States and the United Kingdom followed with this new freedom were not particularly admirable. It's not so easy to escape from the external constraint.
"Trade is a great harbinger of civilization, while warfare is its destruction." Microeconomic Policies. Economic integration with the rest of the world means tax policies and regulatory policies need to be harmonized to some extent or else trade is distorted by differences in taxes or regulations. Of course it is possible that the differences simply reflect varying preferences for pollution or safety or for the quality of public services. In that case, a familiar public finance theory called the Tiebout model predicts that people will simply move to the jurisdiction that provides the environment they prefer.
Internationally, it seems more likely that the firms will move, instead of the people, leading to the problem of policy competition. When countries compete for industries by lowering taxes or pollution standards, they may wind up with the same industries as before but with fewer public services and lower standards than they would have preferred if they could have negotiated an international cooperative agreement on harmonized policies. The same phenomenon affects international banking and lies behind the Eurocurrency markets.
Avoiding Conflict
Trade is a great harbinger of civilization, while warfare is its destruction. The European Economic Community was not created simply because it might promote intra-European trade, but because a community that bound together both France and Germany offered the best guarantee against a renewal of ancient hostilities that had torn Europe apart three times in 100 years. Americans should remember that hard-won wisdom and avoid cutting off the few commercial ties we retain with the Soviet Union. We also should remember it as we consider whether it is more important to try to isolate those with whom we disagree than to continue trading with them. I seem to be concluding here that trade is foreign policy. For the purpose of this conference, it might be more useful to conclude that trade is domestic policy. I believe my arguments also would support that statement A healthy domestic economy requires a healthy foreign trade.
But our foreign trade today is anything but healthy. The current account deficit, $101 billion in 1984, is expected to reach $120 billion this year, or about 3 percent of GNP. Some look on this with equanimity, and accuse us Cassandras of being mercantilists. They argue that the United States can sustain capital inflows amounting to 3 percent of GN P indefinitely, and that this country is now a natural capital importer. But the domestic counterpart of that capital inflow is the federal government deficit now running about 5 percent of GN P. Few believe the federal deficit is sustainable at that level.
The other side of non-sustainability is the trade deficit's inexorable pressure on domestic industry and agriculture Import-competing industries like textiles and footwear have mounted impressive campaigns for protection, although their problem is the dollar's high value, accounting for the lion's share of the increase in our trade deficit since 1980.
Domestic industry eventually will obtain a protectionist response from Congress unless something else relieves the unsustainable pressure on the balance of payments. That something is a decline in the value of the dollar.
Why Is the Dollar High?
Between 1980 and its peak last February, the dollar's value rose over 80 percent relative to the currencies of 10 industrial countries in the Federal Reserve Board's trade-weighted index. By mid-September the dollar had gradually declined some 12 percent from the peak, and by October 1 it had fallen another 6 percent What led the dollar to rise so much and then to decline?
The primary reason for the dollar's strength, in my view, is the decline in inflation that began in 1980 in response to changes in monetary policy put into place in 1979 and confirmed by the election of 1980. During the 1977-1979 period in which the dollar fell, the U.S. inflation rate rose above the average foreign rate for the first time in post-war history. The crucial 1981 reversal of that ominous trend and the continuation of low inflation ever since has inspired renewed confidence in the future value of the dollar.
However, the dollar has risen much more than can be accounted for by differences in inflation alone. This is made clear by the fact that the real or inflation-adjusted value of the dollar rose over 70 percent between 1980 and February 1985. The explanation lies partially in expectations of future inflation rates, which also have ebbed dramatically from 1980. But the 1981 shift in the mix of monetary and fiscal policy is another major factor.
For better or worse, until 1981 monetary and fiscal policy in the United States generally worked in tandem, expansionary together or contractive together. Beginning with the 1981 tax reduction and the ensuing buildup in defense spending cuts, U.S. fiscal policy has become steadily more expansionary, as measured by changes in the cyclically adjusted budget deficit By contrast, monetary policy began its anti-inflationary course in 1981, pushing the economy deep into reces-"Domestic industry eventually will obtain a protectionist response from Congress unless something else relieves the unsustainable pressure on the balance of payments."
The combination of expansionary fiscal policy and contractive monetary policy has kept real interest rates high in the United States, as the federal government required an increasing share of the total funds in credit markets to finance its deficit With floating exchange rates, the normal response to this increased demand for credit has been to encourage capital inflow from abroad, putting upward pressure on the value of the dollar. The counterpart of the capital inflow in the balance of payments is a current account deficit made possible in large part by appreciation of the dollar.
Of course, other factors also have been at work. Tax reductions and a low-inflation climate have induced a sharp rise in foreign direct investment in the United States. Foreign fears of protectionist legislation can also help explain this fact, however, since protectionism has been rising along with the dollar. U.S. investment abroad, and bank lending to foreigners in particular, have been reduced sharply because of debt-repayment problems in the developing countries. The debt crisis itself began in 1982, brought on by the strong dollar and declining oil and commodity prices. Capital flight from debtor countries has swelled the capital inflow further, continuing the dollars appreciation. Finally, in the exchange market as in other asset markets, everybody loves a winner. The expectation of a rising dollar undoubtedly has been significant in bringing capital into dollar assets.
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When Will The Dollar Fall?
The dollar's 12 percent decline from February to mid-September can be explained largely by declining U.S. interest rates as the economic expansion has slowed sharply, reducing the private sector's demand for credit Commercial and industrial loans at large commercial banks that report statistics weekly have declined 2.7 percent from March through August. Credit market borrowing by the nonfarm corporate sector fell 30 percent in the first half of 1985 from its 1984 level.
If a recession strikes, both interest rates and the dollar can be expected to skid farther as private credit demands fall even more sharply, allowing interest rates to fall and the capital inflow to shrink. At the same time, the current account should improve as imports decline.
"After four years of vainly fighting off protectionism and refusing to change the monetary-fiscal mix that had led to the problem, the administration suddenly decided the market may not always be right after all."
A preferable scenario for a decline in the dollar relates to a shift in the mix of monetary and fiscal policy. Some have argued that expansionary fiscal policy combined with tight monetary policy was a major reason for the dollar's strength, and reversing that combination should require smaller capital inflow and weaken the dollar, even without a recession. However, the possibility of gradually reducing the government budget deficit without throwing the economy into recession probably escaped us a year or two ago.
Monetary policy already has become more expansionary in 1985 as the fiscal stimulus now almost entirely leaks abroad. It is hard to imagine phasing a further step-up in monetary growth .so carefully in conjunction with gradual fiscal contraction that it will allow the effects on the economy to offset each other. That requires finetuning beyond the practices of the 1960s.
Standing in contrast to that kind of fine-tuning is the bill recently passed into law that would require arbitrary reductions to bring the deficit down to zero by fiscal 1991. This proposal, as I understand it, would punish the economy with spending cuts and tax increases in the likely event of a rise in the budget deficit induced by a slowdown in growth.
A more appropriate policy stance would be to seek a gradual reduction in the cyclically adjusted budget deficit, allowing the automatic stabilizersto play their role as needed. This undoubtedly would require attacking some of the budgetary sacred cows that got us into this mess in the first place. With a stable medium-term path for fiscal policy, monetary policy could then play an appropriate counter-cyclical supporting role.
The Group of Five Statement on Intervention. On September 22, the finance ministers of the five largest industrial countries met in New York and agreed to cooperate in actions to"encourage" what was called "orderly appreciation of the main non-dollar currencies against the dollar"in other words, depreciation of the dollar. The announced reason was that "exchange rates should play a role in adjusting external imbalances. In order to do this, exchange rates should better reflect fundamental economic conditions than has been the case."
For the U.S. government, this is a major change from the policy in place since early 1981. The previous policy was based on the assumption that the market was almost always right. When the loose-fiscal, tight-monetary policy mix pushed the dollar up and strangled domestic industry, the Reagan administration found itself hoisted with its own petard. After four years of vainly fighting off protectionism and refusing to change the monetary-fiscal mix that had led to the problem, the administration suddenly decided the market may not always be right after all.
As one who believes that intervention can play a useful role in a floating exchange rate policy, I welcome this battlefield conversion. But before they climb into the same foxhole I'm in, I'd like to be sure we're on the same side. According to my line of argument, the dollar has been high primarily because of fundamental factors such as the administration's fiscal policy, no doubt with some bandwagon effects and other factors added on.
A change in intervention policy without a change in the fundamental factors keeping the "I doubt that sterilized intervention alone can produce a lasting, significant fall in the dollar unless it is accompanied by either a recession or a significant change in fiscal policy."
dollar up is what I call using intervention as a substitute for monetary and fiscal policy. We may have gone from an intervention policy that is "do nothing" to one that tries to"do everything." I doubt that sterilized intervention alone can produce a lasting, significant fall in the dollar unless it is accompanied by either a recession or a significant change in fiscal policy. By this late date, it may not be possible without the recession.
If the administration continues to pretend that its budgetary cows are sacred when everybody else's are going to be made into hamburger, I don't believe markets will accept that the fundamental factors really have changed. In that case, the markets will wait until the U.S. economy has run out of gas before letting the dollar drop of its own accord. While the dollar dropped a noticeable 6 percent by October 1, it didn't move much in the next month on a tradeweighted basis.
To conclude, I welcome the change in intervention policy as a refreshing switch from dogmatism to pragmatism. But I fear it may be used as a temporary palliative to avoid more fundamental policy changes that could lead to a healthier trade picture. The evils of protectionism can be fought only with real weapons, not with mirrors. 
The FTC's Role In Ensuring Free Trade
Terry Calvani
We are all more conscious today of foreign competition than we were 20 years ago. I would like to discuss two generally accepted truths about competition. First, the markets for many products are becoming more international, so monopoly and market power are harder to attain and less substantial as threats. Second, imports are nonetheless subject to political constraints and limitations such as import quotas or voluntary trade restraint agreements negotiated with foreign governments that may be invoked at any time. How should the antitrust agencies factor these political uncertainties into our otherwise objective calculations of competition and market power?
Let me expand on that question a bit Markets have become increasingly international since World War II. The Federal Trade Commission (FTC) helped shape this climate of opinion, and has in turn been influenced by it. In our merger analyses we carefully consider international competition. We allow mergers, even between large firms, as long as imports are available to keep the market competitive. Similarly, in our intervention program we point out to other agencies the benefits of free international
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trade. Obviously, international competition analysis concerns more than foreign production; business leaders recognize that the rules of the game may change suddenly as political variables come into play.
The Basis for FTC Involvement
Just how does the FTC become involved in international trade issues in the first place? It happens in two ways. Trade issues may be part of a merger analysis that reaches us in the ordinary course of business. Or they may be issues we single out, on our own initiative, for presentation to other agencies as part of our advocacy program.
The field of mergers first brought international trade to our attention. Section 7 of the Clayton Act bans anticompetitive mergers-defined as those whose effect "may be substantially to lessen competition, or to tend to create a monopoly." 1 These anticompetitive effects cannot be assessed in a vacuum, of course. They must be measured for particular products and within particular geographic markets. A key concept is the geographic market, which refers simply to the zone of effective competition within which, due to shipping costs and the like, firms are able to compete with one another.
In some cases the relevant geographic market can be international, when goods from foreign countries enter the United States and compete economically with similar products manufactured here. In recent years this has become true for a great many products. 2 Once a particular market is shown to be international, a merger between two U.S. producers obviously may be of less antitrust concern than it would be otherwise. The presence of foreign competition will tend to check the market power of the merged American firm, restraining its ability to raise prices to consumers. Other things being equal, a merger in these circumstances is less likely to "substantially lessen competition," and therefore is less likely to violate Section 7.
The commission has had several occasions to apply this analysis in recent years. In one instance we examined a merger between two domestic producers of an industrial chemical. The firms' share of the domestic market was above the threshold for antitrust challenge, but their share of the worldwide market was much lower, so we decided not to file a complaint. 3 Similarly, we decided against a complaint in a merger involving manufacturers of a certain precision machine component when, again, there was a well-developed export industry in other countries. 4 "The presence of foreign competition will tend to check the market power of the merged American firm, restraining its ability to raise prices to consumers."
The FTC also deals with international markets in the context of our intervention program. Under this program we appear in proceedings before other courts and agencies, not as a litigant, but as a concerned neutral party with special experience and perspective to add. In that capacity we typically file a brief, although we have made oral arguments and crossexamined witnesses in the past.
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One important group of interventions generally brought before the International Trade Commission (ITC) and the Commerce Department involves international trade. The two agencies have an overlapping jurisdiction in this area and, between them, possess many powers to limit imports into the United States. The Commerce Department has the initial responsibility for determining whether improper dumping or importation of subsidized goods has taken place. 5 If it finds either of these practices it refers the matter to the ITC, which determines whether domestic industries have been materially injured as a result Antidumping duties and countervailing duties may be imposed as remedies in such cases.
The ITC also can determine whether "unfair methods of competition" are being used in import commerce, and may order offending goods be excluded from the United States altogether. 6 Finally, under the "escape clause" in our tariff policy the ITC can determine if rising imports have substantially injured a domestic industry. 7 If so, the ITC can recommend the President adopt adjustment assistance for workers in the industry, higher tariffs, or import quotas.
These powers are great. If the agencies apply them mistakenly, however, they could harm consumers by excluding or restricting lowpriced imported goods. Therefore, our intervention program ensures potential costs to American consumers are weighed carefully by other agencies in considering whether import restraints are appropriate.
We don't recommend free trade in the abstract That's not our proper role, and in any case the ITC and the Commerce Department are familiar with those concepts. Rather, we use the research capabilities of our Bureau of Economics to provide concrete data on specific cases, often data that formal litigants in the case will not have brought forward. We are then acting, in a sense, as a representative of the general public. 8 We try to think systematically not only about the desirability of a trade restraint in general, but also about the costs and benefits of particular forms of restraint We have developed an interesting, useful methodology in these briefs. For each proposed restraint we calculate the likely total costs to American consumers. We also calculate the net cost to the economy by deducting from this consumer cost any increased government tax or tariff revenue and any increased profits for American industry. Finally, we consider the adjustment costs that would result if protection were not provided and workers therefore had to find new jobs. We perform these computations for periods of one and five years, then sum up the costs and benefits.
General Policy Views
From its experience with these individual projects, the commission has formed four general policies on international trade: (1) international competition is desirable; (2)competition should be carried out in an environment of free and fair trade; (3) private complaints to the ITC should not be used to harass competitors; and (4) if free trade must be restricted, the restriction should be done in a way that minimizes the net costs to society.
Let me review these principles. First, competition across national boundaries is desirable.
"Just as internationalization has been a great boon to competition, private attempts to stifle international trade can cause great harm to competition."
Second, this international competition should take place in a fair market, free not only of artificial impediments but also of artificial subsidies. Subsidies distort the marketplace and harm allocative efficiency by encouraging the production of too much of the subsidized product. They also cause unwarranted harm to competitors of the subsidized firms. For these reasons most industrialized nations have signed the international Agreement on Subsidies and Countervailing Measures, which provides for countervailing duties in such cases. 9 We understand that policy and will not oppose domestic relief against subsidized imports. "The worst approach (to restricting foreign competition) is a quota, which sets an absolute limit on units of the import that can enter the country (and) leaves little check against market power."
Third, complaints to the ITC, whether charging subsidization or something else, must be justified on the merits. Firms sometimes file such complaints not in good faith, but to impose delay and litigation costs on foreign rivals. I consider this a serious matter. Just as internationalization has been a great boon to competition, private attempts to stifle international trade can cause great harm to competition. I urge my colleagues to treat this abuse of process as a form of non-price predation-in other words, as an antitrust offense. The commission recently issued a complaint charging U-Haul with abusing bankruptcy court processes to injure a rival and maintain its own market power. 10 Abuse of ITC process ought to have similar antitrust consequences.
Finally, we recognize that nations sometimes must restrict the flow of imports. There is more than one way to do this, however, and I think it should be done in a way that minimizes harm to consumers. There is a definite order of preference in the techniques that may be used in dealing with excessive imports. 11 The best way is to give adjustment assistance to injured firms and individuals, such as the costs of retraining. This course doesn't affect the costs or quantity of the imported product, so it doesn't distort the efficient operation of the market. This avenue is used with caution, however, because it might distort the efficient operation of the labor market by encouraging workers to remain in a declining industry longer than they should.
The next best approach is to put a tariff on the import, which raises the price of the imported good and diverts demand to domestic products more expensive than a free market would support Consumers are harmed by this, but only to a limited extent. A tariff will raise the price of an import by a specified amount, and the imports are available at that higher price. They thus will tend to set a ceiling on the prices that domestic firms can charge.
The worst approach is a quota, which sets an absolute limit on units of the import that can enter the country. Supply of the import cannot expand in response to a price increase by domestic firms, no matter how large. This leaves little check against market power. Moreover, a quota will tend to skew imports toward the most expensive models of the product in question. If there are only a limited number of import slots, and excess demand, it makes sense for a foreign producer to fill the slots with the most elaborate and high-profit model. This could be seen clearly in the fully equipped Japanese cars imported during the heyday of "voluntary" quotas, for example.
If a nation is determined to use a quota, however, there is still a right and wrong way to go about it. The right way is that, once the quota's numerical size has been decided, the available "slots" should be auctioned off to the highest bidder. The surplus value of those slots will at least be captured by the U.S. government The alternative is to permit the slots to become a windfall to certain foreign manufacturers. They may get rich from it, but none of that value accrues to the U.S. economy.
The Political Variables
So far I have been describing a fairly rational and tidy intellectual process. The commission advises other agencies on the consequences of import restraints, and reviews mergers with an eye on import competition if this is relevant The reality is, of course, somewhat less tidy. And here we reach the issue with which I began. The legal environment for imports is partly the result of a political process. Tariffs, quotas, currency values, and voluntary restraint agreements can rise and fall; foreign trade is a system with many potential variables. The antitrust agencies must grapple with these uncertainties and find a way to incorporate them into our analysis.
These political uncertainties were present in the FTC's best known international case, the CM/Toyota venture. The two firms organized a joint venture-legally a partial merger-to produce small cars in California using American workers and Japanese management techniques. At the time we were considering this venture, Japanese auto exports were subject to a "voluntary restraint agreement," a sort of politically negotiated quota To understand the auto market we had to anticipate how that quota might change in the future.
Ultimately I concluded that the joint venture should be approved because it would benefit consumers regardless of what happened to the restraint If the quota remained, the venture was desirable because it would increase the domestic supply of small cars. If the quota were ever relaxed, on the other hand, the increasing supply of small cars could discourage any collusion, including that attempted through the joint venture. 12 "I am troubled by the prospect of a firm using imports to justify a merger before my agency and then seeking to have them restricted by the International Trade Commission."
The Antitrust Division's current merger guidelines also address this question of political uncertainty. 13 They state that the division will not exclude a foreign firm from the market entirely just because its output is subject to quotas. Rather, the firm will be included up to the ceiling permitted by the quota. In addition, the quota may be "amended" for purposes of antitrust calculations upon a clear showing that it is likely to be revised, or that its effects will be dissipated by offsetting supply responses from firms in countries not subject to the quota This is a start in the right direction. Quotas are presumptive ceilings on foreign competition, but the presumption can be rebutted. This still FEDERAL RESERVE BANK OF ATLANTA leaves many questions of application to be resolved, of course. It also leaves questions on issues other than quotas, such as tariffs or exchange rates.
Let's explore those questions, beginning with quotas. Does the United States have a quota on the product involved? Is the quota selfadjusting, perhaps as a percentage of sales? If not, is there a disposition to change it? Is the quota effective in limiting imports? A single world quota probably is effective, but national quotas sometimes can be evaded through triangle trades. (The goods can go to a third country, and can then be transferred or can free up production from that country to the United States.) Assuming that triangle trades are theoretically possible, does the product lend itself to that treatment? Is it a more or less fungible commodity like crude oil, where one country's production can substitute for another's? Or is it specialized for a particular national market, like automobiles, that are less readily diverted? If the product is specialized, is that due to national tastes that might be overcome through advertising? Or is it due to national legislation, such as our special automobile standards that exclude vehicles not specifically built for the U.S. market? Or is it specialized due to a need to mesh with the manufacturer's existing service network, which might again be a barrier to transshipment?
These and other questions will apply to voluntary restraint agreements, since the foreign government is then an independent factor in the calculus. Will that government continue to abide by the agreement? Will its export industries press it to find loopholes? What if there is a change of government? How likely is that to happen?
The tariff area is no simpler. Will Congress impose a tariff? Modify an existing one? By how much? What if the next election goes differently? And what of the Commerce Department and the ITC? Will they impose countervailing duties or dumping penalties? Will the reviewing courts go along?
The non-legal, business aspects of the trade infrastructure are equally complex. Here, too many factors will affect the future importance of foreign competition. What are exchange rates going to do? What will happen to interest rates in the United States and in the producing country? Will commerce continue to flow unimpeded, or will it be affected by military actions? 16 (This is a non-trivial question for goods such as oil, chromium, or diamonds whose production is concentrated in unstable regions).
And finally there are the jurisprudential questions. Should the commission consider these issues on its own initiative? Should it ask the parties for briefs? Who would have the burden of prool? Must a party before the commission take consistent positions? Or can a party argue that a merger should go through because imports will keep the market intensely competitive, and then go to the ITC and complain that these same imports are harming him and should be limited?
And What Are the Answers? I believe there are answers to these questions, at least at a certain level of generality. To be sure, the commission should not try for universal answers, since most cases will depend on their own particular facts. Indeed, we should be cautious about trying to answer these questions at all. We are administrators, not seers. For these reasons we should indulge in a general presumption that future trade conditions will be much like present ones.
However, we have a duty to decide even difficult cases as best we can, assessing the relevant facts as well as we are able. When the facts are sufficiently suggestive, therefore, we should set aside the presumption of continuity, and make our best estimate of future conditions. This may lead us to conclude that foreign competition will be more or less important in the future than it is now. Consequently, it may lead us to augment or to discount this factor from what the present "objective" numbers may appear to show.
Some special rules may apply in the jurisprudential area. Frankly, I am troubled by the prospect of a firm using imports to justify a merger before my agency and then seeking to have them restricted by the ITC. I wonder if we might be able to apply a rule of "election of remedies." This is a familiar principle in other areas of the law, which states a person may have a choice between different remedies and may select whichever he pleases, but may not select more than one. A party to a contract, for example, can obtain mandatory performance or damages for breach, but not both. Here, perhaps, a party can respond to international competition through merger or through import restraints, but not necessarily through both.
Conclusion
The FTC is aware of the growth of international trade. We will evaluate merger cases against that background. (We will also assess against that background other cases involving market power, such as monopolization suits, although these are far less common.) In making these assessments we normally will take the international trade environment as a given. We also recognize, however, that trade barriers are political factors that can vary over time. When necessary, we will consider these factors and make our best estimate of future conditions, which may lead us to either augment or discount the role of foreign competition. Through this process we hope to make the most accurate assessment of the economic world and, ultimately, the best and most just decisions we can. NOTES 1 15 U.SC. §18. 2 This is due to the confluence of several factors: transportation systems have improved; the global culture has become more homogeneous; more countries have reached a technical level that allows manufacturing; more central governments have decided to subsidize export industries; and the world financial system has developed to handle this flow of business Markets are not international for all products, of course. Some are held rigorously close to home by shipping costs, such as concrete, or by immobility, such as office rentals Services seem to travel less well than manufactured goods, since it is often impractical to move the people involved. As a result, service industries such as hospitals, rail transport, or schools, generally will be examined within national or local markets only. 3 By contrast an interesting minority of merger cases appear to be permissible when viewed solely in a domestic context, but reveal problems when examined in an international market The commission recently saw one such merger involving a basic industrial commodity The acquiring firm was merely an importer of the commodity, and so. when it bought a domestic producer, it appeared it would not affect concentration in U.S. production Closer examination showed however, that the acquiring firm was a major producer overseas and a likely potential entrant into this market so the merger probably did have competitive consequences As with ordinary domestic mergers, a key element in the analysis is the probable foreign supply response to a limited but still significant and nontransitory price increase. "A somewhat atypical case of this sort was the GM-Toyota venture. The commission initially was troubled by this project since it brought together the largest U S and Japanese automakers We insisted that safeguards be included to limit the size and duration of the joint venture and ensure that it would not become a conduit for the exchange of price information between the principals With these changes, we let the venture go forward. The best interpretation of this record, I think, is to say the commission believed foreign cars were a significant factor in the U.S. market that shipping costs were low enough, relative to product value, to make many carmakers effective competitors in the United States; and that our restrictions would keep the joint venture a small enough part of this market to avoid competitive problems 5 19 U.SC. §1671, 1673 et seq A preliminary hearing is held at the ITC before the matter is first sent to the Commerce Department «See 19 U.SC. §1337. The President has discretion to disapprove an order under this statute.
'See 19 U.SC. §2251. et seq 8 ln 1982, for example, the domestic steel industry filed antidumping and countervailing duty petitions against European competitors. The industry claimed European countries were subsidizing their steel firms by, among other things, subsidizing the price of the domestic coal they were required to use. Our staff argued, however, that a subsidy making this coal competitive on the world market and equal in price to foreign sources the steel firms were prohibited from buying, would have no effect on downstream competition in the production of steel, and therefore would not justify a countervailing duty. There may have been a subsidy in coal, in other words but not in steel. The Commerce Department agreed on this point although finding other improper subsidies for most major producers. The case was eventually settled before a judicial resolution of that issue. 9 See 19 U.SC. §1671, el seq. '"AMERCO/U-Haul Inc. (No 9193. June 24, 1985) . "The commission has discussed this ranking in several interventions See, for example, Brief of FTC, Non-Rubber Footwear, Investigation No. TA-201 -55 (ITC 1985) ; Brief of FTC, Carbon and Certain Alloy Steel Products, Investigation No TA-201-51 (ITC 1984) . "The Justice Department had to face a similar issue in the LTV steel merger. That merger exceeded the guidelines for certain categories of steel in the domestic market and a question was whether foreign imports would solve the problem. But imports from some of the most important steel-producing areas-Japan and the EEC-were already subject to quotas and voluntary restraints, and so couldn't increase in response to a price rise here, unless the quotas were changed Nonetheless two factors eventually led the Antitrust 
Roger Kubarych
What are businessmen saying about the internationalization of markets and what questions do they ask? Clearly, they first say that the dollar is too strong. Why? Because it undermines their competitiveness. Every businessperson in this country realizes that all the effort, all the hard work, all the technical advances any wellrun company can put together in a year can be wiped out by exchange rate changes in a week.
It's a monumental, back-breaking effort for any kind of company to achieve a 10 percent improvement in efficiency, yet a 10 percent change in the exchange rate in a week is rather ordinary these days. And so exchange rate changes outweigh anything that can be done in the company to improve competitiveness. U.S. business people are at the mercy of these unpredicted and unpredictable movements in this important currency relationship, and they feel threatened and vulnerable.
The author is vice president and chief economist for the Conference Board.
Market share can be lost because of the change in competitiveness, particularly in Third World markets where the loss is permanent. In fact there's a fear of irreversibility among U.S. businesses, a fear that a prolonged period of overvaluation of the dollar permanently undermines the nation's position even after the exchange rate adjusts back to more reasonable levels.
The theory behind that is simple. During the period when the dollar is overvalued, foreign companies make profits that are plowed back into their businesses. In particular, these profits ' go toward increasing market share. Our businessmen have a sense that we've done permanent damage to America's export capacity by tolerating this long period of an overvalued dollar.
Obviously, that high dollar also pulls in imports artificially, and many companies believe this trend to be both undesirable and possibly irreversible. Of course, the extent and permanence of the impact depend on the particular product.
Finally, businessmen complain, perhaps a little less legitimately but still with quiet forcefulness, that a prolonged period of overvaluation undermines the profitability of their otherwise well-run operations abroad. If the dollar goes to sky-high levels, common sense says that if you have an operation in Belgium or Germany, earning Belgian francs or German marks, then those profits are not worth as much. Considering the extent of American companies with major world-wide operationsand Coca-Cola is probably as good an example as you can name-earnings are undercut and the shareholders' wealth is hurt when the exchange rates get away from the fundamentals. "U.S. businesspeople are at the mercy of these unpredicted and unpredictable movements in this important currency relationship, and they feel threatened and vulnerable."
Such complaints, many of which I feel are legitimate, did not change policy thinking in Washington significantly until about two months ago.
Another category of complaints from American businesspeople stems from the concern that foreign exchange rates are too volatile-that not only are the rates wrong, but that they fluctuate too much. Excessive volatility makes planning impossible. It 7 s difficult to go through an elaborate planning mechanism, since scenarios must be based on certain exchange rate assumptions. Abrupt rate changes can wipe out those plans instantaneously. In such an environment, the planning process becomes less credible and, really, not very effective.
A broader, more practical complaint that we hear from a lot of chief executive officers is that volatile exchange rates tempt a company to start playing around in the financial markets when it should be concentrating on production.
Managers start thinking that the driving force in a company's profitability is not what it produces, but what the cash advantage may be. The sense of superficiality worries the top leaders of American business.
Finally, an allegation tied in with most complaints is that trade is unfair. Of course, trade is unfair in many ways, and one businessperson's unfairness is another's opportunity. You have to view this with a certain amount of discretion. But clearly there is no level playing field in international trade, and I don't think anybody familiar with international business will claim that one ever existed.
Open and Closed Cases
Certainly, there is a broad appreciation by businessmen and women the world around, that the U.S. market is the most open. You can go to Malaysia, you can go to Greece, you can go to Chile, and you ask businesspeople to name the world's most open market, and generally they answer the United States.
"Volatile exchange rates tempt a company to start playing around in the financial markets when it should be concentrating on production."
There is no argument about this; it is a reality. The question remains, however, precisely where we stand in the openness spectrum. Just look at the statistics. I recommend a booklet called Japan 1985, An International Comparison, which is chock-full of interesting and useful statistics. It makes a strong case against Japan's unfair trading practices. It points out that 84 percent of Japanese-made wrist watches are exported as are 78 percent of microwave ovens. The figure is lower for bicycles, only 13 percent Japan exported $33 billion worth of motor vehicles in the most recent year for which they have data and imported only $619 million worth of vehicles. That's a pretty dramatic picture, although I will grant that the structure of economics can be different. For instance, the Japanese still look at the share of manufactured goods imported into Japan as a share of total imports, excluding oil, which means you'll see that Japan's ratio is only 47 percent If you do the same calculation for Germany, which doesn't produce any oil either, the number rises to 73 percent I would argue, even to businessmen who don't want to hear it, that Japan's trade restrictions themselves are not our fundamental problem. The Japanese system of "zaibatsu" involves setting up administrative roadblocks to new products. Every U.S. company has a war story about trying to sell something in Japan that Japan did not manufacture when we were trying to penetrate the market.
"Even if we eliminate all of Japan's direct and indirect controls, our problems will not end if the exchange rates are wrong."
All of those war stories seem to have the same ending-our manufacturers were stalled until the Japanese companies were able to develop and manufacture a similar product. By that time, we had lost the advantage of timing. And so we encountered delay, administrative distortion, all of the little things we do not handle well. Such obstructions are difficult to quantify, yet they occur frequently.
Even if we eliminate all of Japan's direct and indirect controls, our problems will not end if the exchange rates are wrong. Japan will have incentives to import more-but not necessarily from the United States. Even if Japan cancelled all of its controls on beef, how much beef would be imported from the United States at 250 yen to the dollar? None. Now at 180 or 190 yen to the dollar, which we're not too far from now, American producers would get a real crack at additional beef sales, if Japan removed those controls. So, things go hand in hand. Sophisticated businesspeople realize these days that we must deal with exchange rates before we start talking about trade practices.
Businessmen and women also know that Europe is not exactly "Simon Pure." Italy, for example, does not import Japanese cars. That diverts much of the Japanese effort to the world's most open market for cars, which happens to be our nation's. We see the world is interrelated in various ways.
Finally, and probably most fundamentally, our business community is perplexed and dazzled by the opportunities and the worries concerning less-developed countries (LDCs). There are many kinds of LDCs, but all of them boast lower labor costs than the United States. And that's a reality every American business must confront.
Flocking to Foreign Shores
Many major U.S. companies, with wide-scale publicity, have set up subsidiaries and manufacturing facilities in low-wage areas because they feel they must do it. A cold-blooded economist would say they are right-that there is no God-given right for the American worker, performing the same task with similar skills and possibly less education, to earn 10 times as much as a Korean worker.
The economist will also say that, as the Korean worker becomes more productive, his standard of living ought to rise. That should offer opportunities for other businesses to sell to the Korean workers more furniture for their new houses and all of the other things that a rapidly growing productivity and standard of living should afford. But that's not happening.
The newly industrialized countries of Asia have not expanded their demand as fast as they've expanded their exports. Thus, we have a major, and I think dangerous, problem dealing with the trading practices of what you might call the step-children of Japan.
Other groups of LDCs, particularly in Latin America, are in the throes of an adjustment process that puts us on hold in the short term.
It's hard to lecture Brazil, for example, about the openness of its markets and its receptivity to U.S. products at the same time Brazil is desperately trying to earn foreign exchange to repay the banks because it borrowed too much. There is no easy way of handling such situations, I think the best way to cope is to spread out that debt burden. The second best way is to force down U.S. interest rates.
The Budget Deficit
That brings us to the final problem-and I think the U.S. business community is increasingly aware of its importance. In trying to cure our international trade problems and put ourselves on a more solid international footing for the next 1 5 years, we have to cut the federal budget deficit.
That huge deficit represents a tremendous drain on our limited savings capacity and is a major factor in keeping interest rates high. In turn, this becomes a primary reason for the overvalued dollar. In order to set things right and put the American business community in a fair position to compete, we must bring that budget deficit down.
That won't solve the problems of Japan's unfairness, which we'll have to keep working on, probably for many years to come, but if we do not start by correcting our homemade problems, we lose any leverage to change their policies, too. The U.S. economy's evolution to more significant integration in the world economy was shaped by post-World War II conditions and new institutions designed to foster international development. When World War II ended, the United States had a backlog of deferred consumer demands, accumulated savings, and increased basic industrial production capacity. That combination, plus millions of young people leaving military service to establish households, stimulated economic activity to satisfy pent-up domestic demands. The economy also provided sufficient output to implement assistance policies to countries whose capital resources had been depleted by warfare.
A number of institutions were established to foster international economic growth and stability. The United Nations Relief and Rehabilitation Administration helped to provide food, shelter, and other necessities. The International Monetary Fund (IMF) sought to maintain orderly international monetary exchange arrangements, facilitate trade and increased output, and provide loans to help member countries make adjustments needed to deal with balance of payment problems. A sister organization of the IMF, the World Bank, and subsequent multilateral public regional banks, were created to make loans-generally for longer terms than the IMF-for agriculture, infrastructure, utilities, and other facilities and activities to support long-term economic development Post-war rebuilding and expansion of civilian production facilities in many countries was aided by this country's Marshall Plan, President Truman's Point Four program of technical assistance for economic development, and the Economic Cooperation Administration. During the 1970s, multilateral public banks made loans to finance increased agricultural productivity, gradually reducing dependence on the United States for food supplies. As they regained their own growth momentum, other industrial countriesalso made loans and grants to aid developing countries.
The 1950s and 1960s
This country enjoyed an international trade advantage for the first two post-war decades because its industrial plants and equipment 22 DECEMBER 1985, ECONOMIC REVIEW Digitized for FRASER http://fraser.stlouisfed.org/ Federal Reserve Bank of St. Louis remained intact during the war, while Europe and Japan lost a good deal of their industrial capacity. The United States realized a modest merchandise trade balance surplus ranging between $1 billion and $7 billion annually during the 1950s and 1960s and achieved a slightly lower positive net balance of investment income The positive balances for merchandise trade and investment income more than offset sizable outflows for military and economic aid and travel byAmericans, so that in most of those years there was a moderate positive balance on current account. 1 In response to strong domestic and international economic demands, investment and economic growth increased in the United Statesexcept for relatively minor business cycle adjustments-through most of the 1950s and 1960s. At the end of 1969, the U.S. unemployment rate hit a post-war low of 3.5 percent Other countries had made significant strides in the increasing industrial capacity, however, and by 1968-1969 our surplus of exports over imports fell to less than $1 billion a year. We experienced merchandise trade deficits during most of the 1970s and in every year from 1976 to the present. 2
The 1970s
Throughout most of the 1970s, investment income receipts from abroad were substantially greater than the income payments from U.S. investments to foreigners, so in most years the net positive investment income outweighed the merchandise trade deficit and the total U.S. current account balance remained positive. However, in 1977 and 1978 we saw a negative balanceon current account of aboutSl 5 billion a year; in 1979 and 1982 there were small negative balances. In 1983, the current account deficit rose to $41 billion. 3 In 1984, it was almost $102 billion, and probably will be greater in 1985, when the merchandise trade deficit should reach about $150 billion. 4 
International Lending
For the first 15 or 20 post-war years, the developing countries depended heavily on loans from public national and international sources, but private banks in industrial countries also began to expand their international lending.
As debt-financed improvements in infrastructure and energy-generating capacity occurred, developing countries could increase their mining, and in some cases refining, of raw materials such as copper, tin, aluminum, iron, and coal for export to industrialized countries. They could also begin to manufacture products for export and for consumption by their expanding populations. A few extracted their own oil as an energy source but many more, along with most industrialized countries, were oil importers. "This country enjoyed an international trade advantage for the first two post-war decades because its industrial plants and equipment remained intact during the war while Europe and Japan lost a good deal of. . . capacity." U.S. private capital financing, in the form of bank loans to governments and private borrowers and direct investment by corporations and individuals, financed a good deal of the mineral extraction and manufacturing undertaken in developing countries. The U.S. net international investment position abroad rose from $58 billion in 1970 to $147 billion in 1982. Total U.S. assets abroad had grown to $839 billion by 1982; they mostly were privately owned and included $222 billion in direct investments. Foreign assets in this country totaled $692 billion.
By the end of 1984, U.S. assets abroad totaled $915 billion, but foreign assets in the United States grew to $886 billion and the net U.S. international position shrank to $28 billion. 5 This year, the U.S. net investment position has become negative. As foreign ownership of U.S. assets continues to increase, so will the required dividend and interest payments to foreigners.
The negative merchandise trade balances that this country experienced during the 1970s and 1980s were accompanied by a long-term upward FEDERAL RESERVE BANK OF ATLANTA movement in unemployment rates. Thus the cyclical troughs of unemployment have been 3.5 percent in 1969; 4.6 percent in 1973; 5.6 percent in 1979; and apparently 7 percent in 1985. Similarly, the cyclical unemployment peaks have been 6.1 percent in 1971; 9 percent in 1975; and 10.7 percent at the end of 1982. 6 This is not a matter of demographics, since the post-war Baby Boomers' population bulge has passed the age of entry to the labor force, and more frequent, earlier retirement of men tends to offset the entry of women. The continuing secular uptrend in unemployment reflects an increasing economic imbalance, an imbalance related to income levels and distribution.
As incomes in general rose in the United States after World War II, the real incomes of families practically doubled-some slightly less, some slightly more. Those in the upper 20 to 40 percent developed a great deal of discretionary income. Since the mid-1960s, the income distribution has moved toward greater inequality, skewing toward the upper end. Thus, in the quintile distribution of aggregate family income, the share going to the two highest quintiles increased from 64.3 percent in 1966 to 67.3 percent in 1984. 7 This redistribution was due partly to changes in the relative tax burden borne by different income groups, affecting their capacity to save and earn investment income, and a secular rise in interest rates, both of which worked to the advantage of higher income households.
The International Economy
While this redirection and changed distribution of income contributed to uneven growth in the U.S. economy, the situation worsened as this country increasingly became a part of the international economy. The global trend is indicated by the growing importance of international merchandise trade to the U.S. economy. In 1960, exports amounted to about 4 percent and imports about 3 percent of gross national product (GNP), producing a moderate trade surplus. By 1984 total U.S. international merchandise trade, measured as a percentage of GNP, rose to 15 percent. Yet an excessive trade deficit emerged, not a surplus; imports equaled 9 percent, but exports only 6 percent of GNP. The United States has suffered a merchandise trade deficit'in each year since 1975, reaching a record $123 billion in 1984. 8
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The world's income distribution, though, is much more skewed than the distribution in the United States. 9 In 1984, the United States received imports from about 100 countries. On a bilateral basis the biggest U.S. trade deficit was with Japan, with trade barriers and the overvalued dollar affecting the flow. The dollar value problem is also significant in connection with trade deficits vis-a-vis Canada, Western Germany, and other Western European countries. However, significant deficits in trade with countries such as Korea, Taiwan, Brazil, and Mexico reflect, in addition to some trade barriers, extremely low wages that produced low-priced goods for export to the United States. Much of that wage differential was captured by producers, exporters, importers, and distributors. Low wages prevailed not only in the larger developing countries, but also in smaller ones such as Singapore and the Dominican Republic Those two countries in 1984 accounted for U.S. imports of $4.1 and $1.1 billion, respectively, and each contributed over $400 million to our trade deficit. 10
"The United States has suffered a merchandise trade deficit in each year since 1975, reaching a record $123 billion in 1984."
A large part of the world has been ready and anxious to sell to the United States but has been in no position to buy goods of equal value. The income levels of the vast majority of developing countries' inhabitants could not provide a market to absorb more of the output from either their own economies or from the United States. The international economy, therefore, cannot have free trade and sustained, balanced economic growth. Because of the international world economy's imbalance, U.S. producers increasingly have lost domestic and international market shares for various products to producers in countries with undervalued currencies, trade barriers, and excessively low wages that greatly restrict marketability of U.S. output in those countries.
During the 1970s, America's international financial role expanded. Nondeveloped oil-producing countries benefited from inflated oil prices, beginning with the 1973 price hikes, and accumulated large surpluses of hard currencies, primarily dollars. The surplus funds were invested in securities, bank deposits, and real estate of the leading industrial countries. Those countries' leading banks then undertook to recycle the dollars by making loans to developing countries around the world, with large U.S. banks playing a prominent role.
" Because of the international world economy's imbalance, U.S. producers increasingly have lost domestic and international market shares for various products."
The OPEC oil price shocks in 1973 and 1979 helped to set off inflationary pressures in industrial as well as developing countries. Toward the end of the 1970s and in the early 1980s, the United States adopted tight monetary policies to fight inflation, generating high interest rates. In 1981, the United States also reduced budgetary expenditures for social programs, which combined with high interest rates to reduce economic demand. The U.S. economy in that year went into a deep recession that continued through almost all of 1982 and spread to other industrialized countries as demand fell off for products exported to this country.
Economies of developing countries, especially larger Latin American countries, also suffered from a decline in U.S. demand for agricultural, mineral, and manufactured goods. Those nations decreased exports to this country even as their debt service payment requirements increased, because interest rates on their adjustable rate loans were rising. Swelling unemployment and a FEDERAL RESERVE BANK OF ATLANTA deficit trade balance precipitated the combined debt and economic crises in Latin America. Economic declines in the United States and developing countries fed upon each other, as each experienced slumping demand from the other for its exports.
The second series of significant oil price boosts in 1979 further increased the borrowing needs of the non-oil producing developing countries. At the end of the 1970s and into the 1980s, under the transmitted influence of U.S. tight money policies, interest rates remained high in the leading Western industrial countries. The U.S. economy also transmitted to the rest of the world the weakened demand effects of its 1981-1982 recession.
What followed highlights the interdependence of different national economies in a world economy that has become much more integrated. Both industrialized and less developed countries that had been shipping a good deal to the United States faced drastic declines in their export trade. Consequently, Latin American production for export was reduced and unemployment rose significantly.
"The U.S. economy. . . went into a deep recession that continued through almost all of 1982 and spread to other industrialized countries as demand fell off for products exported to this country."
The Latin American countries cut back their own imports severely, pursuant to economic adjustment programs negotiated with the IMF. Agreement with the IMF on such a program almost invariably was a prerequisite before private banks would participate in credit extensions or debt restructuring programs. Austerity programs that the IMF negotiated with Latin American debtor nations restricted imports, which restrained the demand for U.S. products and contributed to growth of this country's huge negative merchandise trade balance. Resulting unemployment contracted the U.S. market making it difficult for debtor countries to increase exports needed for exchange to service debts, or to attain sustained economic growth.
"As recessions in the industrialized countries and the developing countries fed upon each other, workers bore the brunt of economic adjustment through unemployment and underemployment"
As recessions in the industrialized countries and the developing countries fed upon each other, workers bore the brunt of economic adjustment through unemployment and underemployment There has to be balance between production capacity and purchasing power in domestic economies, and in the international economy as a whole, if the national and international economies are to achieve sustained recoveries and stable growth.
Help Wanted
While economies have become more internationalized, no qualified institution has been created or designated to deal with the problems arising from that change. There is a need to deal with certain macroeconomic policies of industrialized nations that can spawn and influence debtor countries' economic adjustment programs. Fiscal and monetary policies of the leading industrial countries, and their resultant interest rates, no doubt have an effect upon the exchange rates, interest rates on loans received, and trade positions of less developed countries. High interest rates resulting from U.S. domestic monetary policy designed to bring down inflation, caused European countries to adopt somewhat restrictive monetary policies and to keep their interest rates higher than desired to counteract the outflow of capital to this country.
Consequently, developing countries have suffered from high interest rates on their loans. On the other hand, the resultant high value of the dollar has helped them sell exports in the United States, and elsewhere, in competition with U.S. producers. And the United States is suffering from a massive, growing negative trade balance, which contributes significantly to an economic slowdown and contraction of the largest market for products from developing countries.
The whole quagmire of misaligned exchange rates and the abnormal trade imbalance cries out for an international solution. It highlights the contrast between our significant progress in developing an international economy and the lack of international institutions qualified to address the intertwined exchange rate and trade problems. While the IMF is charged with encouraging exchange stability and exercises "firm surveillance" over the exchange rate policies of its members, it does not provide a forum for negotiating the alignment that will promote greater balance for international trade "While economies have become more internationalized, no qualified institution has been created or designated to deal with the problems arising from the change."
In the absence of such institutional innovations, the central bank of each country will continue to give its paramount concern to domestic economic problems. Furthermore, as has been suggested recently by European and Third World officials, there is a need for international discussions on monetary policy that parallel discussions for modified trade agreements. Since the two types of policies necessarily interact, it is essential that negotiations on the two be coordinated. The necessary international consultations and negotiations might be undertaken under expanded auspices of the IMF, the Organization for Economic Cooperation and Development, or in a special forum created for the purpose.
U.S. Competition
If the foregoing remedies are adopted and implemented, they would encourage more stable exchange rates and increased international trade. With respect to less developed industrialized countries, however, the serious competitive pricing gap with the United States and other advanced industrial countries will not be closed because of a huge wage gap. In many developing countries wages amount to only a minor fraction of those paid for compar-"The whole quagmire of misaligned exchange rates and the abnormal trade imbalance cries out for an international solution."
Price competition by U.S. producers with producers in low wage countries would require such low wages in this country that it could cause an economic contraction and a significant reduction in the standard of living. Allowing low-wage products of many developing countries into the United States without any restriction would mean increased unemployment. The long-term upward trend in our unemployment rate over the last 15 years already has inspired long and deep recessions that slow economic growth considerably.
The U.S. economy was able to grow over the past century because, as industrial productivity improved, the increased income was distributed widely in increased wages as well as profits. Unionization helped this process, as the country became increasingly industrialized. Broad distribution of income, therefore, permitted a balance between production and purchasing power that fostered further investment and balanced economic growth, although business cycle adjustments interrupted periodically when temporary imbalances developed.
The international economy lacks an income distribution that fosters balanced economic growth. Continued U.S. adherence to free trade policies would continue the secular trend toward progressively greater contractions of the economy. The worldwide recession of 1981-82 illustrated the effect of a U.S. economic contraction on other developed and less developed countries.
U.S. Labor
Against this background, the U.S. labor movement has advocated import quotas for various products that would permit less developed countries a margin of growth without overwhelming our economy.
Advocates of pure free trade claim that workers who lose jobs because of imports should go elsewhere to seek work, arguing that growth requires both labor and capital resources to be continually reallocated to their most efficient uses. In a more formal statement of this thesis, it has been said that unions and benefits for the unemployed do not allow labor "to clear the market." In other words, labor should be treated as a commodity. That notion was outlawed in the United States in 1914 when the Clayton Antitrust Act was enacted with the declaration that "labor is not a commodity," exempting unions from legal characterization as a trust. The growth of unions in the United States during most of the intervening 70 years helped provide an income distribution to foster a balanced economy that grew over the long run. In countries under various degrees of military dictatorship, whether politically of the right or left, true freedom of labor organization and bargaining rights is not permitted, suppressing a force that contributes to national and international balanced economic growth. 
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International Financial Integration: Implications for Monetary Policy
Paul Meek
When the Croup of Five decided in September to intervene forcefully in the foreign exchange markets, it was news. The U.S. government at last was ready to recognize that the dollar's exchange rate mattered to the United States as well as to the rest of the world. The impact of an overvalued dollar was already clearly visible at home in the loss of manufacturing jobs and the depression in American agriculture. And it was visible abroad in the overdependence of other countries on exports to the American market for their own growth.
Why did the dollar rise to such heights at a time of a rapidly growing deficit in this nation's current transactions with other countries? The dollar's strength can be ascribed only to an unprecedented inflow of capital to this country that more than financed our large balance of payments deficit This inflow reflects both the serious imbalance in our own domestic economic policies and the rapid integration of the world financial system. I want to examine that financial system and how it interacts with national economic policymaking. My theme is that we need effective U.S. leadership and international cooperation to achieve adequate growth without inflation.
The author is a consultant to central banks and a retired monetary advisor for the Federal Reserve Bank of New York.
The mobility of capital increases the risks involved in policymaking, but we cannot let our fears freeze us into inaction. The world economy can slide all too easily into financial turmoil, self-destructive protectionism, and economic stagnation.
The International Financial System
The present financial system rests firmly on the dollar as the premier international currency. About two-thirds of all official foreign exchange reserves are held in dollars. The markets for dollar assets are far and away the most liquid in the world; they are linked through the foreign exchange markets to both national money markets and the offshore markets denominated in deutschemarks, Swiss francs, and yen.
U.S. financial institutions and markets energize this financial system; they provide businessmen, portfolio managers, and central banks with credit and a wide range of asset choices as well as the techniques for managing interestrate and foreign exchange risks. But dollar markets extend well beyond our own shores. Commercial banks of many nations bid for dollar deposits throughout the world and relend the funds attracted. These banks convert dollars into other currencies on demand and offer deposit facilities in the other major currencies as well.
Similarly, investment bankers underwrite intermediate-term securities for corporate and government borrowers and maintain secondary markets for these issues. They also arrange long-term interest rate or foreign exchange swaps that allow corporations and governments to manage risk better or to reduce the cost of borrowed funds.
The importance of offshore deposit and loan markets to the international financial system can hardly be overstated. The Eurocurrency market constitutes a banking system without reserve requirements, one which can pay higher interest rates for deposits in most currencies than regulated domestic banking systems. This natural advantage permits offshore banks to price loans to borrowers at lower rates than prevail in domestic loan markets. By lending at a mark-up over the rates they pay on deposits, banks pass on the risk of interest rate fluctuations to the borrower.
"The mobility of capital increases the risks involved in policymaking, but we cannot let our fears freeze us into inaction."
The Eurobanking system expanded rapidly in response to emerging credit demands in the world economy in the 1960s and 1970s. After the first oil shock, banks syndicated loans to governments on a grand scale, recycling OPEC deposits to industrial countries needing to pay for oil. As the 1970s moved on, banks reached out to developing countries in increasing volume, helping them to maintain imports and economic growth at a faster pace than their own resources would have allowed. As reported by the Bank for International Settlements (BIS), net new international bank credits rose from $40 billion in 1975 to $160 billion five years later, when the deep recession of the early 1980s drastically scaled back lending.
In the last few years international bond sales have risen as bank lending declined. Industrial countries have become chief borrowers as developing countries were squeezed out of the world credit market. Last year, securities offerings raised $84 billion in net new money, about equaling the reduced volume of new bank credit. New issues this year are running about 50 percent higher than last.
As detailed in the BIS annual report, banks are active borrowers, extending the maturities of their liabilities to compensate for stretching out their sovereign credits. Floating rate notes are a favorite means of improving the match with their assets, as are fixed rate issues converted to a floating rate basis through interest rate swaps. Corporate and government issuers also are active, often repaying bank debt with the proceeds. Borrowers frequently used multiyear currency swaps to convert liabilities from the currency in which borrowings are most attractive to dollars or another currency.
Japanese and European investors sought out high-quality bonds from industrial countries in the active markets of New York, London, and Tokyo. Savings generated by world economic recovery fueled the integration of world markets and investors' demand created a borrowers' market. Highly regarded corporate and sovereign borrowers could obtain intermediate-term funds at historically low spreads above U.S. government issues. Insistent Japanese demand for U.S. government securities fostered active secondary markets in both London and Tokyo, while making a success of several foreigntargeted issues sold by the U.S. Treasury. The international financial system adapted rapidly to recent economic turbulence. Futures contracts in U.S. and British government securities facilitated rapid portfolio changes and let dealers maintain functioning markets even when prices were volatile. Futures contracts in foreign exchange also brought in many new participants to share the risks of rapid movements in rates.
Banks have joined investment bankers in developing interest rate swaps and extending the term of foreign exchange swaps, which helps to integrate domestic and international debt markets and increase their own efficiency. Bank credit lines in the form of note issuance and other credit facilities eased the growth of the international debt markets.
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Digitized for FRASER http://fraser.stlouisfed.org/ Federal Reserve Bank of St. Louis "The international credit explosion of the late 1970s fanned the spread of inflation and affected wage contracts, pricing decisions, and consumer attitudes in many countries."
Telecommunications make the global village a reality in the finance field. Traders turn to computer screens throughout the world to follow the federal funds rate and the latest U.S. economic data. Economists present the implications of new developments for interest and exchange rates almost immediately-over the information networks. Key international currencies trade virtually around the clock. Investors can tap an active secondary market in U.S. Treasury securities at almost any hour, facilitating portfolio shifts in this most liquid and widely held of debt securities. Finally, automated systems keep abreast of ownership changes that mirror asset decisions and the distribution of marketable debt.
Policymaking and the International Financial System
How is the world different these days for policymakers? First, big swings in credit flows to sovereign governments can exert a powerful influence on the world economy through their impact on national economic policies. Secondly, the increased mobility of capital makes U.S. monetary policy even more important to the world's economic performance. Yet, given the buildup in U.S. foreign liabilities, that same mobility poses bigger risks to policymakers.
On the first point, by the late 1970s the competitive outpouring of credits to sovereign governments had undermined financial discipline for a large number of countries. The International Monetary Fund (IMF) had little clout Even today its loans of $40 billion compare with $1.4 trillion in credits outstanding in the Euromarkets. The international credit explosion of the late 1970s fanned the spread of inflation and affected wage contracts, pricing decisions, and consumer attitudes in many countries. Monetary policymakers were slow to realize the extensive change in business and consumer behavior. Consequently, monetary growth, economic activity, and inflation ran well ahead of their forecasts.
When governments turned to fighting inflation, the resultant tightening of monetary policy and high interest rates affected industrial countries first The flow of international credit did not subside immediately, however; bank lending kept rolling after the second oil shock as developing countries borrowed still more to pay the even higher oil bills while trying to "The international financial system can no more be left to manage itself than domestic systems. The present system . . . allows human enthusiasms and depressions to overreach themselves."
Only as the deep recession in the industrial countries cut demand in world markets and commodity prices broke sharply did banks and overextended developing countries confront the full burden of future debt service. Loans to developing countries fell from $84 billion in 1981 to merely $14 billion last year, and most of that was extended as part of various refinancing packages. In the belt-tightening, developing countries drastically cut imports, one source of the United States' deteriorating trade picture. The international financial system can no more be left to manage itself than domestic systems. The present system, like most national financial systems, allows human enthusiasms and depressions to overreach themselves. But national policymakers have yet to develop clear, coordinated strategies for dealing with excessive swings in high-powered credit to sovereign governments.
We are all too apt to see the world through national glasses. Recall how most U.S. economists decried the exuberantly expansive U.S. fiscal policy set in motion by the administration in 1981. In retrospect though, this policy, for all the dangers it poses over the long term, provided the vital spark to production that enabled the world financial structure to survive the disinflation then in process. The United States stepped into world credit markets to finance the growth touched off by the burgeoning federal deficit It replaced the developing countries as an outlet for world savings and thereby spurred economic recovery. Without that fiscal stimulus, a disastrous cycle of international debt repudiation and financial distress might well have devastated world trade and output as happened in the 1930s.
Nonetheless, our loose fiscal-tight monetary policy mix left a legacy that must be faced. We have already accumulated huge debts to the rest of the world and experienced a steep appreciation of the dollar. The United States dissipated in short order the net creditor position built up over the previous 70 years. Gerald Corrigan, president of the Federal Reserve Bank of New York, has projected a $500 billion net debtor position by 1990.
To be sure, the decline in inflation, the high level of real interest rates, and the strong economy permitted us to attract foreign private capital on such a scale that the dollar appreciated through early 1985. But this year we have learned-like the United Kingdom and Switzerland before us-that maintaining an overvalued exchange rate ultimately undermines economic growth and the industrial base.
Integration of the world financial system strengthened the reach and .power of U.S. monetary policy but also added to the risks faced by policymakers. The mobility of capital ensures that the Federal Reserve's disinflationary policy strongly affects foreign markets, exchange rates, and economic policies. But the need to finance the large current account deficit is a source of vulnerability to the United States as Treasury Secretary James Baker seeks to renew U.S. leadership in the economic sphere.
Integrated financial markets react much more rapidly to information on the world economy or official policies than do markets for goods and services. The availability of 24-hour markets in foreign exchange and U.S. government securities, as well as in futures and options, permit participants to change their asset portfolios rapidly at little cost. Traders in both asset and foreign exchange markets respond quickly to incoming information, whose predictive power is often modest-for example, knee-jerk reactions to surprises in weekly money supply data More importantly, traders and investors in these integrated markets try to spot a trend and ride it Both the dollars depreciation in the late 1970s and its appreciation since exemplify the human tendency to go too far first in one direction and then in the other.
"The United States dissipated in short order the net creditor position built up over the previous 70 years."
National policymakers in most other countries are all too familiar with the harsh disciplines that financial markets can impose on nations perceived to have overly expansive policies. Potential capital flows have grown beyond the ability of central banks, individually or collectively, to sustain currency relationships that appear untenable to the market. The scale of capital outflows from Latin America in 1981 and 1982, for example, foretold the inevitability of harsh domestic measures even before the availability of international credits ran out
In conducting monetary policy, the Federal Open Market Committee must always bear in mind the speed with which market perceptions of the dollar can change. A rapid depreciation could increase domestic prices if the world economy was strong. Yet there are downside FEDERAL RESERVE BANK OF ATLANTA risks in sustaining interest rates and the dollar at levels that may keep world growth well below its potential.
The World Situation
Policymakers face a difficult challenge in managing the world economy. The IMF calculates that industrial countries need to maintain real growth at their productive potential of about 3 percent if developing countries are to reduce their external debt ratios significantly over time. Growth in these countries could then be at 4.5 to 5 percent annually, diminishing further the risk of a country defaulting.
The question is whether growth in 1986 will be strong enough. In 1985 the slowdown in industrial country growth to about 3 percent has been accompanied by a decline of 11 percent in non-oil commodity prices. Growth in Latin American and African developing countries is projected at less than 2.5 percent for the year.
The first reason for doubt springs from the lack of zip in our own outlook for 1986. Even if we do grow at 3 percent in real terms, the external stimulus may be small. Our trade deficit seems unlikely to exceed by much the record $150 billion forecast for 1985. The country has reached the political tolerance limit for displacing domestic agriculture and industry through an overvalued exchange rate. If the dollar declines further in foreign exchange markets, the lower stimulus to world growth will come through operation of the price system, a result much to be desired. But further protectionist moves also seem likely.
Treasury Secretary James Baker is to be commended for recognizing the importance of restoring the dollar to a more viable level, improving American agriculture and industry's opportunities to compete. Given the risks of future overshooting on the downside in the exchange rate, it seems prudent for the United States to build up a $20 to $30 billion reserve in foreign currencies. Such a reserve should be employed cooperatively with other countries only if the dollar begins to drop steeply or becomes clearly undervalued. However, we know from experience that intervention cannot substitute for balanced domestic policies that keep demand within bounds.'
A second handicap to necessary growth in the world economy is developing countries' limited access to new credit. The fact that international business is finding credit readily available for leveraged buy-outs and restructuring balance sheets seems unlikely to provide the same impetus to world demand in the near term as sovereign credits to developing countries. Secretary Baker appears to be on the right track in trying to persuade bankers that net new lending is in order for developing countries pursuing appropriate domestic policies.
All told, growth ata3 percent pace in industrial countries for 1986 may not support adequate progress in the developing world. How can official action improve the outlook?
The most popular answer around the world is that the United States should cut its fiscal deficit. Such action would remove the burden on American monetary policy to maintain real interest rates at levels needed to finance the country's excessive consumption. The resultant decline in interest rates and rise in credit flows could encourage investment worldwide and reduce the debt service charges now restraining growth in many countries. Moreover, the dollar's decline in exchange markets would help stimulate the "We know from experience that intervention cannot substitute for balanced domestic policies that keep demands within bounds."
The prescription is sound, but progress is agonizingly slow. The President expresses rhetorical interest in the goal, but has not given Treasury Secretary Baker adequate leeway to make real progress. The gap between receipts and expenditures seems certain to remain much too wide as long as military spending cannot be touched nor taxes raised.
American policymakers argue now, as in the late 1970s, that other countries should adopt more expansive fiscal policies. European unemployment hangs around 11 percent even while governments strive to reduce fiscal deficits. Japan and several other countries of east Asia have been overly dependent on exports to the United States for their growth. Surely these countries could stimulate their own economies with little fear of kindling inflation, since inflationary expectations are not widespread. The case for more stimulative policies abroad is plausible, especially if the United States begins to reduce its own deficits; but, we should not expect too much from this effort in 1986. "The gains on inflation are hard won and we should be no more anxious than our European and Japanese friends to let the inflation genie back out of the bottle."
What are the possibilities for flexible use of monetary policy while we await some sensible action from the administration and Congress? Could other countries spur expansion? Until early 1985, the stumbling block was the strength of the dollar. Still worried about inflation, most industrial countries were reluctant early in the year to see their currencies depreciate further against the dollar after its peak Generally they have brought their interest rates down with ours in 1985. If the dollar is still overvalued by 1 5 to 20 percent, as most commentators think, cutting their rates relative to ours would strengthen the dollar and increase the trade account dragon the U.S. economy. The Bank of Japan's recent efforts to bolster the yen by raising domestic interest rates must indicate the importance they attach to keeping American protectionism at bay-it is not a policy designed to bolster either their domestic economic outlook or that of the world.
Is there room then for the Federal Reserve to ease up a bit here while Congress and the administration gather courage to do what is indispensably necessary? The gains on inflation are hard won and we should be no more anxious than our European and Japanese friends to let the inflation genie back out of the bottle. But is there much risk? The high prices of the late 1970s have brought forth an increased supply of most internationally traded commodities. The vigor of growth in the narrow measure of the nation's money supply, Ml, would argue against further monetary ease. But monetary policy would have been disastrous in several recent periods had it been guided solely by that aggregate The broader aggregates have been behaving reasonably. On balance, a probing move toward ease-say a cut of one-half percentage point in the discount rate-appears warranted to guard against a shortfall in world growth.
Is there a significant risk that the dollar might fall precipitously further because the markets conclude the Federal Reserve is abandoning its concern with inflation? This seems unlikely. The Federal Reserve has built up well-deserved credibility as an inflation-fighter over the past five years. The risk would be even less if we could arrive at an informal understanding with other leading countries that they will lower their rates relative to ours if the dollar declines too rapidly. They have as much interest as we in avoidingthe reemergence of an undervalued dollar or a revival of inflationary psychology. And they are more accustomed than we to basing policy on exchange rate considerations.
The greatest need is to reduce the size of the U.S. fiscal deficit. But there does seem to be room for a probing move toward ease by the Federal Reserve. The great virtue of monetary policy is its flexibility. Now is the time to use it, knowing we can reverse direction in short order if the world economy picks up speed too rapidly. Notes: All deposit data are extracted from the Federal Reserve Report of Transaction Accounts, other Deposits and Vault Cash (FR2900), and are reported for the average of the week ending the 1st Monday of the month. This data, reported by institutions with over $15 million in deposits and $2.2 million of reserve requirements as of June 1984, represents 95% of deposits in the six state area. The annual rate of change is based on most recent data over December 31, 1980 base, annualized. The major differences between this report and the "call report" are size, the treatment of interbank deposits, and the treatment of float. The data generated from the Report of Transaction Accounts is for banks over $15 million in deposits as of December 31, 1979. The total deposit data generated from the Report of Transaction Accounts eliminates interbank deposits by reporting the net of deposits "due to" and "due from" other depository institutions. The Report of Transaction Accounts subtracts cash in process of collection from demand deposits, while the call report does not. Savings and loan mortgage data are from the Feder; Home Loan Bank Board Selected Balance Sheet Data. The Southeast data represent the total of the six states. Subcategories were chosen on a selective basis and do not add to total. * = fewer than four institutions reporting. ** = S&L deposits subject to revisions due to reporting changes. 
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